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A Shift in Tastes 

Suppose in the US tastes (preferences) between wheat and cloth shift. We have previously 
assumed that Americans spend half their income on wheat and half on cloth. Suppose Americans shift their 
preferences toward wheat so that they instead spend 60% of their income on wheat and only 40% on cloth. 
Let’s trace through the impact on the international trade example. 



Note first that relative productivity is unaffected by this change in assumptions. It is still the case 
(based solely on technology) that the autarky price ratio P c / P w in the U.S. is .6 and in the UK is .25. 
Hence, the US will still be the wheat exporter (and the UK the cloth exporter). And the terms of trade will 
still be somewhere between .25 and .6. 


Intuitively, however, you should be able to derive the following result. Since tastes in the world 
market have shifted toward wheat and away from cloth - , the relative price of wheat should rise (the 
relative price of cloth should fall). Since we know that P c / P w was .5 before, the new price ratio should be 
somewhat below .5 (but still above .25, the lower bound). In fact, it can be shown that the new world terms 
of trade will be .4 - .) Can you see that the UK's benefits from trade are reduced because of the taste shift in 
the US away from cloth? - 


1 The world consists of the US and the UK. No taste shift occurs in the UK. But in the US, tastes shift 
toward wheat. Hence, world tastes (a combination of US and UK tastes) have shifted toward wheat. 

2 See Appendix All for the proof. 

3 Since US tastes have changed (by assumption), we really cannot compare US welfare before and after the 
taste shift. But the UK now has less opportunity to trade because the US insists on keeping more of its 
wheat at home. (Appendix A1 1 shows that US wheat exports fall from 6,000,000 bu. to 4,800,000 bu.). 


There is an indirect lesson from this example. Country A will especially benefit from trade if its 
partners “love” A's products. The UK was better off when the U .S. had a greater preference for cloth (50- 
50) as compared with the new situation of 40-60. 



